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PART  1.  HOUSING  FINANCE  POLICY 


INTRODUCTION 

In  December  1979,  Gressel  Gressel  Slater,  Inc.  wss  retained  by  the  Mayor's  Office  of 
Community  Development  to  review  San  Francisco's  housing  rehabilitation  and  finance 
programs.  Among  the  programs  reviewed  were  those  of  the  Redevelopment  Agency, 
Bureau  of  Building  Inspection,  and  eight  local  housing  development  corporations. 

Two  facts  stand  out  to  us  from  our  review: 

1.  San  Francisco  has  more  housing  programs,  run  by  more  operating  agencies, 
with  more  diverse  objectives  and  procedures,  than  any  City  we  know  of. 

2.  All  these  programs  operate  within  one  of  the  highest-priced  and  most  active 
private  housing  markets  of  any  major  American  city. 

It  would  therefore  be  valuable  for  the  City  to  have  a  single,  comprehensive  housing 
finance  policy  to  relate  the  various  public  programs  to  each  other  and  to  the  private 
market.  Such  a  policy  could  provide  a  guide  to  the  City  in  allocating  ths  various 
financial  resources  it  has  available,  including  Federal,  State  and  local  funds. 

This  section  of  the  report  outlines  a  possible  framework  for  a  city  housing  finance 
policy. 

STRATEGY  FOR  SAN  FRANCISCO'S  HOUSING  MARKET 

Review  of  the  City's  current  efforts  and  data  on  private  market  actitivites  suggest 
that: 

1.  The  majority  of  the  City's  housing  programs  were  designed  to  upgrade 
housing  conditions  and  stabilize  neighborhoods  by  encouraging  private 
reinvestment.  .  ' 

2.  This  emphasis  was  appropriate  in  areas  and  times  when  private  reinvestment 
was  limited  and  uncertain  and  needed  to  be  stimulated  by  public  action. 

3.  The  dominating  fact  in  today's  housing  market  is  that,  since  1975,  there  has 
been  an  enormous  increase  in  property  values  and  private  investment.  These 
price  rises  affect  ail  neighborhoods  of  the  City  and  ail  types  of  residential 
properties.*  (Appendix  C) 


*  It  appears  that  the  price  rises  are  due  not  to  public  efforts  but  rather  to  an  enormous 
osmand  for  San  Francisco  real  estate.  The  demand,  both  to  live  in  the  City  and  to 
invest  here  as  a  hedge  against  inflation,  appears  to  far  exceed  any  realistic  potential 
building  rate. 


4.  As  of  1979,  the  median  purchase  price  of  a  single-family  home  was  about 
$100,000  and  the  median  income  of  homebuyers  was  3^0,000. 

5.  Prices  of  multi-family  properties  are  increasing  far  in  excess  of  current 
rents,  indicating  that  units  are  expected  to  have  much  higher  rents  in  the 
future  or  eventually  convert  to  expensive  condominiums. 

6.  Over  time,  these  price  rises  are  excluding  a  larger  and  larger  share  of  San 
Francisco's  low,  moderate  and  middle -income  residents , from  being  able  to 
afford  to  live  in  the  City.  Over  the  next  twenty  years,  the  private  market  is 
likely  to  result  in  a  relatively  homogeneous  City,  inhabited  by  those  who  can 
afford  to  spend  a  great  deal  of  money  for  good  quality  housing.  This  is 
likely  to  happen  even  without  further  great  escalations  in  already  high 
housing  prices. 

7.  A  City  housing  finance  policy  should  therefore  seek  to  (a)  preserve 
affordable  housing  opportunities  for  a  wide  range  of  types  of  households,  as 
well  as  (b)  maintain- and  improve  housing  conditions. 

8.  City  actions  should  be  designed  to  run  counter  to  prevailing  market  trends 
and  to  meet  needs  that  cannot  be  met  by  the  private  market.  This  includes 
several  basic  elements: 

a.  Initiatives  to  assure  long-term  affordable  housing  -  both  new, 
existing  and  rehabilitated. 

b.  Efforts    to    improve    existing     housing    conditions    where  this 
otherwise  wouldn't  happen  in  the  private  market,  both  on  a: 

(i)     voluntary  basis,  and 

00      involuntary  basis. 
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AFFORDABLE  HOUSING 


Purpose 

The  aim  of  this  part  of  the  housing  finance  program  is  to  assure  that  over  the  long  run 
(eg  the  next  20  to*  AO  years)  a  wide  range  of  residents  will  be  able  to  live  in  the  City. 
This  means  providing  housing  opportunities  for.  low,  moderate,  and  middle  income 
families,  all  of  whom  are  otherwise  in  danger  of  being  priced  out  by  the  private 
markeL 

Strategy 

1.  Tax  exempt  revenue  bonds  should  be  used  to  the  maximum  extent  possible  to 
finance  such  a  program,  since  they  are  the  least  expensive  source  of 
city-borrowed  funos. 

2-       Bonds  are  not  adequate  by  themselves*  to  provide  affordable  housing  because: 

a.  San  Francisco's  housing  prices  are  already  so  high  that  a  2-3% 
reduction  in  the  mortgage  rate  is  not  enough  to  enable  most  lower 
and  moderate  income  families  to  afford  housing  here; 

b.  Bond  financing  alone  will  "cream"  the  market,  only  assisting  those 
at  the  upper  end  of  the  eligible  income  range,  (based  on  the 
experience  of  California's  Home  Ownership  Home  Improvement 
Program  (HOHD); 

c.  Yet  State'law  (AB  1355)  requires  that  half  of  those  assisted  by 
bond-financing  be  below  80%  of  median  income. 

3.  The  City  should  therefore  seek  to  combine  tax-exempt  revenue  bonds  with 
subsidy  funds.  The  lower  the  income  of  the  family,  the  less  the  monthly 
payment  they  can  afford  (to  repay  the  bonds),  and  the  greater  the  amount  of 
subsidy  required. 

4.  There  are  several  sources  of  subsidy  funds  that  could  be  used  for  this 
program: 

a.  Community  Development  Block  Grant  funds; 

b.  Cash  contributions  from  developers  under  the  condominium 
conversion  ordinance: 

c.  Hotel  tax  funds  for  the  Downtown  area; 

d.  State  funds  under  A3  333,  which  the  State  is  planning  to  use  to 
provide  limited  equity  ownership  opportunities; 

e.  housing  units  at  below  market  cost,  provided  througn  the 
condominium  conversion  ordinance,  Redevelopment  Agency  saies. 
and  any  possible  inciusionary  zoning  ordinance;  and 

f.  supplements  to  residents'  monthly  payments,  through  the  Section 
E  housing  assistance  payments  program. 


5.  These  subsidy  funds  are  limited  and  the  City  should  seek  to  expand  them, -in 
part  by  applying  for  Urban  Development  Action  Grants  for  this  affordable 
housing  program. 

6.  i  he  program  should  be  designed  to  provide  long-term  housing  opportunities. 
Given  San  Francisco's  inflationary  housing  market,  if  assisted  residents  are 
able  to  resell  units  at  market  prices  th?se  units  will  revert  to  upper  income 
occupancy.  Therefore,  it  is  important  for  the  City  to  obtain  major  control 
of  the  equity  interest,  either  through  (a)  non-profit  ownership  or  (b)  very 
tight  controls  on  resale  and  equity  recapture. 

7.  The  program  should  address  the  wide  variety  of  housing  situations,  including: 

a.  single-family  homes,  small  and  large  multi-family  properties,  and 
resident  hotels;  and 

b.  existing,  rehabilitated  and  newly  constructed  units.  • 

8.  The  key  therefore  is  to  establish  a  mechanism  by  which  the  City,  using 
bonds  and  subsidy  funds,  in  essence  "buys"  into  the  housing  market  to 
provide  a  limited  number  of  long-term  affordable  housing  units.  All  units 
would  be  purchased  on  the  market,  without  any  use  of  eminent  domain 
powers.  Recognizing  the  City's  limited  resources  and  to  avoid  further 
inflation  in  the  housing  market,  public  actions  should  be  targetted  at  about 
1,000  units  a  year  (less  than  1/2  of  1  %  of  the  City's  private  housing  stock). 

9.  We  have  not  specifically  examined  regulatory  controls  but: 

a.  controls  are  another  way,  together  with  financing,  to  achieve  the 
>                              same  end;  and 

b.  tight    controls    -    whether    on    condominium    conversion,  rent 
increases,  or  speculative  value  increases  -  naturally  enhance  the 
proposed   financing  program,  since  they  (i)  restrain  prices,  (ii) 
enable  the  City  to  obtain  control  of  units  at  lower  cost  and  (iii)  . 
allow  subsidy  funds  to  be  used  for  more  units. 

10.  As  the  first  step  to  implementing  this  part  of  the  program,  the  City  is 
already  initiating  applications  for  2  UDAG's  -  one  citywjde  and  one  for 
resident  hotels  in  North  of  Market.  The  related  bond  financings  will  be 
designed  to  be  immediately  implemented,  within  existing  congressional 
restrictions. 

VOLUNTARY  REHABILITATION 

Purpose 


Given  the  need  for  funds  to  provioe  long-term  affordable  housing,  one  could  argue  that 
the  City  should  not  assist  existing  owners  who  want  to  fix  up 


their  properties  (and  who,  realistically,  will  eventually  resell  them  at  market  prices  to 
upper  income  buyers).  There  are,  however,  lower-income  residents  living  in 
suo-standard  housing  conditions  for  whom  the  short-term  is  very  important.  The f fore, 
the  City  should  continue  to  provide  some  assistance  in  upgrading  housing  conditions, 
even  where  long-term  af  fordability  is  not  assured. 

Strategy 

1.  Policies  are  described  separately  for  use  of  (a)  City  funds  and  (b)  categorical 
funds  from  outside  the  City. 

Citv  Funds 
 i 

2.  Scarce  City  funds  (eg  CD3G)  should  be  used  only  where  the  private  market 
is  least  likely  to  improve  the  housing  conditions.  That  is,  only  where 
owner-occupants,  or-  the  majority  of  tenants,  are  lower-income  (eg  below 
80%  of  median). 

3.  Since  these  occupants  can't  afford  increases  in  monthly  payments, 
assistance  should  be  in  the  form  of  deferred  payment  loans.  Upon  sale  of 
the  property  the  loan  would  be  repaid  with  interest,  and  recycled  to  help 
others.  The  emphasis  of  this  part  of  the  program  should  be  on  helping  those 
who  need  it  most,  not  on  maximum  leveraging  of  City  dollars. 

4.  Deferred  payment  loans  should  be  used  rather  than  grants,  since  the  loan 
funds  will  be  returned  to  the  City  to  help  continue  the  program. 

5.  Funds  should  be   rationed  by    limiting  assistance   to  correction  of  City 
[  Housing  Code  deficiencies. 

Other  Funds 

6.  Although  the  City  should  limit  the  amount  of  its  own  funds  for  Voluntary 
Rehabilitation,  it  should  naturally  take  full  advantage  of  any  State  or 
Federal  resources  which  can  only  be  used  in  this  way. 

7.  In  particular,  the  City  should  continue  to  administer  Title  I  below 
market-rate  loans  provided  by  the  California  Housing  Finance  Agency  from 
its  tax-exempt  revenue  bonds. 

General 

E.  The  City  should  explore  ways  of  helping  lower-income  homeowners,  (who  are 
typically  asset-rich  but  cash-poor),  utilize  their  equity  in  part  tc  improve 
their  housing  conditions.  This  can  be  done  by  working  with  private  lenders 
and  closely  monitoring  experiments  beginning  in  .Marin  County  and 
elsewhere  utilizing  reverse  annuity  mortoages. 
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9.  This  part  of  the  program  is  already  being  implemented  through  major 
revisions  in  the  policies  and  procedures  for  use  of  the  City's  CD3G  funds 
under  the  Housing  Finance  Pool. 

INVOLUNTARY  REHABILITATION 

Purpose 

This  part  of  the  program  should  seek  to: 

(a)  improve  the  worst  housing  conditions,  which  otherwise  would  not  be 
corrected  by  the  private  market;  and 

(b)  assure  that  current  occupants  can  afford  to  live  in  the  rehabilitated  units, 
and  are  not  displaced. 

Strategy 

1.  In  areas  where  the  City  is  already  underway  and  has  arranged  financing  for 
geographically  targetted  code  enforcement  programs,  it  should  meet  State 
legal  requirements  by  continuing  and  completing  those  projects  as  quickly  as 
possible: 

Western  Addition  Redevelopment  Project, 

Inner  Richmond  Rehabilitation  Assistance  Program,  and 

Upper  Ashbury  Rehabilitation  Assistance  Program 

2.  New  efforts  should  focus  on  improving  buildings  with  the  worst  housing 
conditions.  A  major -emphasis  should  be  on  resident  hotels  since  it  is  very 
unlikely  that  the  private  market  will  upgrade  these  for  residential  uses. 

3.  These  new  efforts  should  follow  the  general  approach  of  the  City's 
Systematic  Code  Enforcement  Program  by: 

a.  focusing  on  improving  some  of  the  worst  buildings  in  4  areas 
where  many  of  them  are  concentrated: 

(i)  North  of  Market, 

(ii)  Inner  Mission, 

(iii)  Chinatown,  and 

(iv)  South  of  Market;  and 

b.  expanding  efforts  to  upgrade  properties  on  the  Division  of 
Apartment  and  Hotel  Inspections  (DAHI)  List,  regardless  of 
location. 

4.  The  focus  should  be  restricted  to  essential  health  and  safety  improvements, 
given  limited  financing  resources  and  limited  occupant  ability  to  absorb  rent 
increases. 

5.  Code  enforcement  efforts  must  be  matched  with  enough  financing  at 
low-enough  cost  to  enable  existing  occupants  to  remain.  A  significant  share 
of  the  City's  potential  housing  finance  resources  should  be  devoted  to  this, 
including: 
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a.  State  SB  966  deferred  payment  loans, 

b.  Federal  Section  312  3^  loans, 

c.  State  funds  under  AS  333, 

d.  possible  Urban  Development  , Action  Grants,  and 

e.  limited  use  of  some  tax-exempt  borrowing,  recognizing  the  need 
for: 

(i)         additional  subsidies  to  reduce  rent  increases,  and 

(ii)         adequate  security  or  loan  review  powers  to  assure 
investors.* 

6.  As  long  as  financial  resources  are  limited  compared  to  need,  the  aim  should 
be  to  work  on  as  many  buildings  as  feasible,  rather  than  code  enforcement 
of  all  buildings  in  a  designated  area. 

7.  The  financing  should  be  linked  with  long-term  effective  rent  limitation  so  as 
to  minimize  initial  and  future  displacement.  If  possible,  such  limitations 
should  apply  regardless  of  loan  prepayment.  Tight  limits  naturally  require 
deeply  subsidized  financing. 

8.  Where  owners  are  unwilling  to  make  the  improvements  but  are  willing  to  seli 
the  building,  the  affordable  housing  component  of  the  program  should  be 
notified  to  try  to  arrange  purchase  (and  rehabilitation)  of  the  property. 

9.  The  City  is  already  beginning  to  implement  the  changes  to  this  part  of  the 
Program  by: 

a.  allocating  SB  966  funds  for  multi-family  properties  and  residental 
hotels; 

b.  applying  for  an  Urban  Development  Action  Grant  to  acquire'  and 
renovate  resident  hotels  in  North  of  Market,  leveraged  by  private 
investment  in  nearby  major  commercial  development;  and 

c.  BBI  exploring  a  financing  mechanism  for  the  proposed,  expanded 
Systematic  Code  Enforcement  Program  both  for  a  citywide 
program  and  for  particular  impact  in  the  North  of  Market, 
Chinatown  and  Inner  Mission  Areas. 

*  As  of  now,  traditional  R.A.P.  tax-exempt  borrowing  has  not  been  able  to  be 
obtained  for  North  of  Market. 
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PROGRAM  TARGETTING  AND  ADMINISTRATION 


Taroettinq 

The  proposed  program  would  begin  to  move  the  City  away  from  very  geographically 
targetted  housing  efforts  toward  a  more  citywide  approach.  The  aim  would  be  to 
preserve  and  improve  housing  for  a  mix  of  incorr,;  groups  regardless  of  location.  This 
shift  recognizes  that  private  reinvestment  is  "now  occuring  throughout  the  City, 
property  values  do  not  need  to  be  stimulated,  and  the  City's  major  housing  problem  is 
now  displacement.  Programs  would  retain  geographic  orientations  only  to  the  extent 
needed  to  secure  state  or  federal  funds  or  for  operational  effectiveness. 

Administration 


While  City  housing  programs  can  continue  to  be  implemented  by  a  wide  variety  of 
operating  entities,  it  is  important  to: 

a.  assure  that  the  policies  of  each  are  consistent  with  a  clearly  stated 
overall  housing  strategy  for  the  City,  and  to  view  each  entity  as 
responsible  for  carrying  out  a  component  of  that  strategy— affordable 
housing,  voluntary  rehabilitation  and  involuntary  rehabilitation; 

b.  arrange  program  planning,  and  monitoring  in  terms  of  the  three  major 
components  of  the  housing  strategy;  and 

c;       reduce  staff  costs  in  relation  to  actual  financing  by: 

(i)    streamlining  procedures   by    eliminating    paperwork  which 
doesn't  provide  greater  real  control  on  use  of  funds, 

(ii)  placing  greater  burdens  on  participating  owners  and 
contractors  rather  than  heavy  technical  assistance  in-  all 
cases  by  city-funded  staff, 

(iii)  taking   maximum   advantage   of   private   lender  processing 

capacity, 

(iv)  encouraging  pooling  of  staff  resources  to  achieve  economies 

of  scale, 

(v)   standardizing  types  of  assistance  and  program  marketing 
across  geographic  areas,  and 

(vi)  minimizing  the  number  of  operating  entities  involved  in 
processing  a  given  case,  to  reduce  back-and-forth  delays, 
lost  cases,  and  divided  accountability;  and 

d.       review  new  initiatives   and   allocation  of   City,   State   and  Federal 
resources  in  terms  of  the  overall  housing  strategy. 
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Some  of  these  administrative  changes  are  already  being  implemented  with  respect  to 
housing  development  corporation  use  of  the  Site  Acquisition  Pool  and  Housing  Finance 
Pool. 

SOURCES  AND  USES  OF  FINANCING 

This  Section  briefly  reviews  each  type  of  available  financing  and  suggests  how  it  might 
be  used  in  terms  of  the  proposed  housing  finance  program. 

Federal  Funds 

Section  312  These  Federal  rehabilitation  loans  are  extremely  low  interest  rate  (3%) 
and  require  significant  paperwork  per  case,  and  so  should  be  used  exclusively  for 
INVOLUNTARY  REHABILITATION  of  resident  hotels  and  mutli-family  properties. 
For  1980,  some  $700,000  of  new  funds  are  available  for  these  types  of  properties,  and 
are- targetted  for: 

North  of  Market       '"  $500,000 

Chinatown  $100,000        "  .  • 

Inner  Mission  $100,000 

Community  Development  Block  Grant  The  City  has  the  greatest  discretion  over  use  of 
these  funds,  but  there  are  increasing  requirements  that  they  be  used  for  persons  below 
80%  of  median  income.  CDBG  funds  would  be  used  for  several  purposes: 

a.  AFFORDABLE  HOUSING:  The  Site  Acquisition  Pool  is  being  used,  in 
essence,  to  help  acquire  and  construct  permanently  affordable  housing,  and 
will  be  one  funding  resource  for  this  part  of  the  program. 

Note:  Downpayment  assistance  loans  should  be  provided  only  where  there  is 
•  i  permanent  or  residual  City  control. 

Approximate  1980  $  Amount:  $1.6  million. 

b.  VOLUNTARY  REHABILITATION:  A  limited  amount  of  CD3G  funds  should 
entirely  finance  the  City's  part  of  its  Voluntary  Rehabilitation  effort. 

Approximate  1980  $  Amount:  $800,000  ("Housing  Finance  Pool"). 

c.  STAFFING:  Approximately  $3.4  million  of  CDBG  funds  are  now  being  used 
to  support  the  staffs  of  the  housing  development  corporations, 
Redevelopment  Agency-Rehabilitation  Staff,  and  Bureau  of  Building 
Inspection  -  R.A.P.  If-there  are  any  administrative  savings  over  time,  they 
could  be  used  to  provide  more  funds  for  subsidizing  affordable  housing. 

Urban  Development  Action  Grants  The  City  is  applying  for  2  housing  related  UDAG's, 
totalling  over  $20  million  to  provide  AFFORDABLE  HOUSING.  While  this  funding  is 
competitive  and  uncertain,  HUD  should -be  highly  receptive  to  such  major  efforts  to 
mitigate  long-term  displacement. 
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Section  6  Section  8  housing  assistance  payments  are  a  valuable  resource 
for  providing  AFFORDABLE  HOUSING: 

a.  By  using  Section  8  in  combination  with  limited  land  writedown 
(from  the  CD3G  Site  Acquisition  Pool),  the  City  can  achieve 
long-term  AFFORDABLE  HOUSING  at  low  City  cost. 

b.  Where  the  City  is  providing  such  a  writedown  for  private 
developers,  '  this  should  be  in  return  for  residual  public  ownership 
(and/or  annual  cash  returns). 

c.  Section  8  existing  housing  payments  can  be  used  to  reduce  effectve 
rents  on  city-controlled  rental  buildings. 

Approximate  annual  resources:* 

New  construction/substantial  rehabilitation  389  Units 

Substantial  Rehabilitation  in  Neighborhood 

Strategy  Areas  (North  of  Market)  350  Units 

State  Funds 

KOHT  and  Title  I  These  CKFA  bond -funded  loans  should  continue  to  be 
operated  as  an  additional  resource  for  encouraging  VOLUNTARY  REHABILITATION 
and  home  purchase.  Future  volume  depends  on  congressional  actions  on 
tax-exempt  bonds. 

S-.  3.  966  These  deferred  payment  loans  should  be  used  for  INVOLUNTARY 
REHABILITATION  of  resident  hotels  and  multi-family  properties,  since  they 
involve  no  additional  monthly  payments,  require  rent  regulation,  and 
involve  paperwork  that  can  be  justified  by  many  units  per  project. 

.':  1979  Allocation  $  175,000 

1980  Requested  Allocation  $1,300,000 

A".  B.    ^33     The   State    is   proposing   to   use   this    program   to   provide  limited 
-equity     home     ownership     opportunities     and     rental     housing  construction 
subsidies.     San  Francisco  should  seek  local  modifications  of  the  program  as 
an  important  resource  for  the  AFF0RDA3LE  HOUSING  component. 

Possible  City  share  $4  million 

Local  Funds 

Tax-Exempt  Revenue  Bonds  The  City  should  use  tax-exempt  bonds  for 
financing: 

a.       acquisition   of   units    for  AFFORDABLE  HOUSING,    in  conjunction  with' 
UDAG  and  other  subsidy  funds ;  • 


♦Source:  HUD  Area  Office-Notice  of  Funds  Availability,  -January  i 980 
Ail  HSA  units  are  being  transferred  to  North  of  Market. 
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b.  INVOLUNTARY  REHABILITATION  through  current  borrowings,  under  the 
Marks-F  oran  and  5.B.  99  laws,  for  Western  Addition  redevelopment  and 
Upper  Ashbury  and  Inner  Richmond  R.A.P.  areas;  and 

c.  INVOLUNTARY  REHABILITATION,  for  resident  hotels  and  multi-family 
properties  in  conjunction  with  the  Systematic  Code  Enforcement  Program  in 
North  of  Market  and  other  areas,  if  feasible. 

The  requirements  of  State  Law  A3  1355  and  the  analysis  of  the  City's  housing  market 
suggest  that  the  City  should  not  issue  multi-million  dollar  bond  issues  for  financing 
home  purchase  unless  there  are  both  matching  subsidies  and  long-term  controls. 
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TABLE  1.     SOURCES  AND  USES  OF  FUNDS 


'ce  or 
no  s 

L 

312 


Housing 

T/pe  Program  Estimated  Annual 
  Component                   Specific  Use  Resources 


3i  Loans 


Involuntary 
Rehabilitation 


Rehabilitation  of 
Resident  Hotels  and 
Multi-family  : 
North  of  Market 
Inner  Mission 
Chinatown 


$  ■  700,  000  Total 
500,  000 
100,  000 
100.  000 


Affordable 
Housing 


Voluntary 
Rehabilitation 


Staffing 


Grant  lever-  Affordable 


aged  by 
2+:l  private 
investment 


Housing 


Site  acquisition  pool,  $1,200,000 

to  writedown  acquisition 

and  construction  (rehab 

of- permanently  controlled 

units) 

Down  payment  assistance 
only  where  permanent 
City  control  of  unit 

Deferred  payment  loans        $     800, 000 
for  lower-income 
occupants  in  8 
neighborhoods 

Housing  dev't  corp's,  $3,^00,000 

BBI-RAP  staff,  Redev't 

Agency-Rehab  Staff 

Any  savings  should  be  used 

for  Affordable  Housing 

Applying  for  UDAG' s  for 

a.  citywide, to  subsidize         up  to 

revenue  bonds  $15,000,000 

b.  purchase  resident 

hotels  in  North  up  to 

of  Market  $15,000,000 


urce  of 
unds 


Type 


Housing 
Program 
Component 


Specific  Us? 


Estimated  Annual 
Resources 


ion 


Housing 

Assistance 

Payments 


Affordable 
Housing 


a.  Use  with  limited 
City  land  writedown 

b.  If  writedown  for 
private  developer, 
-seek  residual  public 
ownership 

.c.   Section  8  existing  for 
City-controlled  rental 
' buildings 


New  Construction 
3c9  Units 
NSA  Substantial 
Rehab:  350  Units 


e  I 


Tax-exempt 
race  rehab 
loans 


Voluntary 

Re ha bil it at  ion 


City-processes  loans; 
ma-inly  citywide 


Depends  on  Ccngr- 
icnal  action: 
est.  $1.  5  millio: 


Tax-exempt 
race  loans 
for  home 
purchase, 
usually  now 
with  rehab 


Affordable 
Housing 


Make  available 


Depends  on  congr 
ional  action 


Deferred  Involuntary 
payment  renab  Renabiliat ion 
rehab  loans 
(355) 


Resident  hotels  and 
multi-family,  especially 
in  North  of  Market 


1979:  5175,000 
1980:  Request  foi 
1.  3  millicr 


33 


Equity 
assistance 
for  home- 
buyers  and 
rental  con- 
struction- 
subsidies 


Affordable 
Housing 


Should  be  locally  modi- 
fied to  subsidize  bond 
financing  where  very 
limited  occupant  equity 


Possible 
Allocation : 
Home buyer  Equity 
^,1  million 
Rental  Construct: 
$3  million 
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Housing 


Type  '  Program  Estimated  Annual 

Component  Specific  Use  Resources 


Tax -exempt 
rate  loans 


Affordable 
Housing 


Major  bond  issue  to 
finance  property  ac- 
quisition,  combined  with 
UDAG  ar.a  other  subsidies, 
where  long-term  public 
control 


possibly  S30-60 
mill  ion 


Involuntary 
Rehabilitation 


Involuntary 
Rehabilitation 


Existing  borrowings  to 
complete : 

Redev't:  Western  Addition    $2  million 
B3I:  Inner  Richmond/) 
Upper  Ashbury  ) 


Possibly  for  resident   _  • 
hotels  and  multi-family 
in  North  of  Market  and 
Citywide  Systematic  Code 
Enforcement.  Program 


$9  million* 
Uncertain 


able;  annual  spending  may  be  1/3  to  1/2 


NEXT  STEPS 

F" ollowing  are  key  actions  to  be  taken  over  the  next  six  months: 
Affordable  Housing 

1.  Revise  policies  and  procedures  for  Site  Acquisition  Pool  -  changes  already 
implemented. 

2.  Apply  for  UDAG  for  North  of  Market  -  effort  has  already  begun  to  prepare 
application  and  work  with  nearby  private  developers. 

3.  Apply  for  Citywide  UDAG  -  effort  has  already  begun  to  prepare 
application.  Upon  approval: 

develop  tax-exempt  bond  issue  structured  to  be  feasible  under 
current  -congressional  action, 

establish  Citywide  non-profit  entity  and/or  resale  controls,  and 
allocate  additional  funds  (eg  condo.  conversion  cash). 

Voluntary  Rehabilitation 

1.  Revise  policies  and  procedures  for  Housing  Finance  Pool  -  changes  made, 
must  complete  negotiations  for  deposit  of  lump-sum  drawdown  at  private 
•lender. 

Involuntary  Rehabilitation 

1.  Allocate  SB  966  to  resident  hotels  -  change  made. 

2.  Develop  revised  financing  strategy  for  North  of  Market  and  Citywide 
Systematic  Code  Enforcement  Program  -  Bureau  of  3uilcing  Inspection  is 
now  attempting  to  develop  alternative  financing  mechanism. 
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PART  2.   NEW  INITIATIVE  FOR  AFFORDABLE  HOUSING 


INTRODUCTION 

A  rapidly  growing  number  of  San  Franciscans  find  themselves  in  an  astounding  position: 
they  can  not  afford  to  purchase  the  home  in  which  they  now  live.  This  is  true  of  both 
renters  and  homeowners.  The  incredible  escalation  in  the  value  of  residential  property  in 
San  Francisco  reflects  the  reality  that  the  City  is  becoming  an  affordable  place  to  live 
only  for  an  increasingly  homogeneous  upper  income  population.  This  memo  presents  the 
basis  for  a  Financing  Program  to  assure  that,  over  the  long  run,  San  Francisco  will 
continue  to  offer  affordable  housing  opportunities  for  persons  and  families  over  a  wide 
range  of  the  income  spectrum.  The  Financing  Program  consists  of  several  specific 
mechanisms  for  the  finanacing  of  the  acquisition,  rehabilitation  or  construction  of  housing 
for  lower,  moderate,  or  middle  income  persons.  Each  financing  mechanism  has  been 
developed  to  assure  that  such  housing  will  be -affordable  to  lower,  moderate,  or  middle 
income  families  on  a  long-term  basis.  Each  mechanism  has  also  been  designed  so  that  it 
may  be  implemented  in  the  short  run. 

The  Financing  Program  consists  of  several  variations  on  a  central  financing  theme:  the 
combined  use  of  tax-exempt  revenue  bonds  and  supplemental  federal  and  state  housing 
subsidy  programs.  While  tax-exempt  mortgage  revenue  bonds  have  historically  proven  to 
be  an  effective  tool  for  attracting  large  amounts  of  private  capital  for  moderate  income 
owner-occupied  and  rental  housing,  San  F rancisco's  housing  market  is  already  to  the  point 
where  a  two  or  three  percent  reduction  in  the  mortgage  interest  rate  is  not  sufficient  to 
make  housing  affodable  to  most  lower  and  moderate  income  households.  In  addition,  the 
use  of  tax-exempt  mortgage  revenue  bonds  for  the  financing  of  privately  owned  housing 
(particularly  owner-occupied  housing)  has  been  tightly  constrained  by  the  pending  federal 
legislation,  K.R.  5741.  By  combining  the  use  of  tax-exempt  bonds  with  supplemental 
subsidy  programs,  the  Financing  Program  sets  out  mechanisms  that  can  provide  affordable 
housing  accross  a  wider  range  of  incomes.  By  focussing  on  rental  or  limited  -equity 
housing,  under  the  ownership  of  a  City-chartered  non-profit  corporation,  the  Financing 
-Program  can  be  substantially  unaffected  by  the  limitations  of  H.R.  5741. 

In  particular,  the  Plan  proposes  several  innovative  uses  of  the  Urban  Development  Action- 
Grant  (UDAG)  Program.  Even  with  available  Community  Development  Block  Grant  funds, 
the  City  does  not  itself  now  have  the  financial  resources  to  provide  any  significant  level 
of  supplemental 
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financing  subsidies.  Most  existing  federal  and  state  housing  assistance  programs  are 
either  extremely  limited  or  heavily  targetted.  In  this  context,  the  UDAG  Program 
becomes  a  very  attractive  tool:  it  is  extremely  flexible,  it  can  provide  substantial 
incremental  resources  to  the  City,  and  it  is  specifically  available  for  the  purpose  of 
providing  housing  opportunities  for  lower  and  moderate  income  persons.  While  the 
Financing  Prog-am  depends  in  part  upon  UDAG's  H'JD  should  be  highly  receptive  to  such 
an  application,  given  their  recognition  that  a  strategy  to  mitigate  iong-term  displacement 
of  lower  and  moderate  income  families  is  a  priority  community  development  need  of  the 
City  of  San  Francisco. 

The  Financing  Program  utilizes  the  basic  financing  mechanisms  in  a  wide  range  of 
contexts,  in  order  to  deal  with  the  wide  range  of  housing  needs  of  lower,  moderate,  and 
middle  income  persons.  The  Program  has  several  basic  elements  including: 

Resident  Initiated  Acquisition.  Funds  would  be  made  available  for 
the  acquisition  of  existing,  newly  constructed,  or  substantially 
rehabilitated  single  family  (one-to-four  unit)  housing.  Acquired 
housing  would  be  selected  by  the  potential  resident,  whose  monthly 
housing  costs  (and  possible  downpayment)  would  depend  directly  on 
the  acquisition  price.  As  detailed  below,  residency  would  be  either 
on  a  long-term  lease  or  limited  equity  ownership  basis.  This 
Program  component  would  be  particularly  useful  to  enable  lower 
and  moderate  income  families  to  acquire  units  occupied  prior  to,  or 
made  available  as  a  result  of,  condominium  conversions. 

Rehabilitation   and    New   Construction   by   Housing  Development 

Corporations.    Funds  would  be  made  available  to  enable  the  City's 

Housing  Development  Corporations  to  finance  the  rehabilitation  or 

new  construction  of  multi-family  rental  properties  for  lower  and 

moderate  income  families.   Such  properties  could  be  either  assisted 

or  unassisted  under  the  Section  8  Housing  Assistance  Payments 

Program.  Housing  Development  Corporations  would  be  encouraged  .  - 

to    joint    venture    with    private    developers    during    the  project 

development  phase. 

Acquisition    and   Rehabilitation    of   Resident   Hotels.     A  special 

component  of  the  Program  would  be  devoted  to  dealing  with  the 

particular  problems  of  residential  hotels.  Because  of  the  very  low 

incomes  of  the  residents  and  the  legal  distinctions  between  such 

hotels  and  residential  housing,  these  properties  have  not  been  well 

served  by  either  mortgage  revenue  bonds  or  traditional  state  or 

federal   housing   assistance   programs.    However,  special  purpose 

UDAG's,  linked  to  private  investment  in  surrounding  commercial  or 

luxury  hotel  projects,  could  provide  the  deep  subsidy  dollars  needed  '  • 

for  the  acquisition,  rehabilitation,  and  permanent  preservation  of 

the    residential    hotels    in    qualified    non-profit    ownership  and 

management. 


THE  NEED  FOR  A  PROGRAM  TO  PRESERVE  HOUSING  OPPORTUNITIES 


The  fact  that  the  price  of  housing  in  San  Francisco  has  been  rising  at  a 
dramatic  pace  has  been  well  documented  before.  Our  analysis  of  mortgage 
loan  related  data  collected  by  the  California  Department  of  Savings  and 
Loans  reveals  the  following  price  increases  over  just  the  last  two  years: 


Average  Sales  Prices 


(Per  Unit) 


1979 


1977 


;;ew  Construction 
Single  Family 
Two-to-four  Unit 


$129, 170 
85, 590 


S  93,  840 
67,  W 


Existing  Housing 
Single  Family 
Two-to-four  Unit 


89, 760 
.    57,  670 


70,  583 
HO,  0H0 


However,  much  less  well  documented,  but  perhaps  more  dramatic  is  the 
rate  of  increase  in  the  average  income  of  the  household  that  is 
purchasing  a  home  in  San  Francisco: 

Average  Borrower  Income 


( Annual) 


1979 


1977 


New  Construction 
Single  Family 
Two-to-four  Unit 

Existing  Housing 
Single  Family 
Two-to-four  Unit 


$  50, 650 
5^,130 


39,780 
48,  520 


$  38,560 
H8,  830 


30, 200 
38,930 


Such  price  increases  are  by  no  means  limited  to  owner-occupied  housing. 
The  California  Department  of  Savings  and  Loans  also  collects  data  with 
respect  to  the  financing  of  rental  properties.  Although  the  data  does 
not  include  rents  or  tenant  incomes,  it  does  indicate  the  monthly 
mortgage  payment  that  the  owner  must  make,  per  unit.  This  gives  a  good 
basis  for  assessing  changes  in  rent  levels.  Over  the  last  two  years, 
such  carrying  charges  for  rental  properties  have  undergone 
Increase: 


1  nc  re  c  1 0  i.  5 
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Monthly  Payment  Per  Unit 


1979 


1977 


New  Construction 
T-'o-to-four  Unit 
Multi-family 


S 


595 
363 


ill  8 
193 


Existing  Housing 
Two-to-four  Unit 
Multi -family 


K52 
259 


270 
148 


Tne  data  presented  above  represents  averages  for  the  City  as  a  whole,  but 
these  patterns  apply  to  virtually  all  of  the  City's  neighborhoods.  In  1979, 
for  example,  of  tne  City's  15  Planning  Districts,  none  shows  an  average 
income  for  purchasers  of  existing  houses  below  530,000  per  year. 

While  the  data  for  the  last  several  years  presents  a  clear  picture  of 
increasingly  expensive  housing  being  occupied  by  increasingly  wealthy 
households,  the  current  activity  in  the  real  estate  markets  is  giving 
strong  signals  indicating  more  of  the  same.  This  is  particularly  the  case 
w_th  respect  to  rental  buildings,  which  a"re  of  greatest  importance  in  San 
Francisco,  given  the  relatively  low  proportion  (1/3)  of  owner-occupied 
housing.  Rental  properties  are  routinely  being  purchased  by  investors  at 
prices  equal  to  200  or  300  times  the  amount  of  the  monthly  rent.  Such 
purchase  prices  are  simply  not  justified  in  terras  of  the  current  rents;  such 
rents  may  provide  little  or  no  current  return  on  investment.  Such  purchase 
prices  are  only  justified  in  terms  of-  investors1  anticipations  of  either 
substantial  rent  increases  in  the  future,  or  eventual  conversion  to 
condominium  ownership.  In  either  case,  investors  in  the  private  market  are 
betting  heavily  that  in  the  future,  wealthier  residents,  with  greater  ability 
to  pay  for  housing,  will  provide  the  pay-off  through  substantially  higher 
rents  or  condominium  purchase  prices. 

The  implications  are  clear:  over  time,  an  increasingly  small  share  of  the 
City's  lower,  moderate,  and  middle  income  families  will  be  'able  to  afford  to 
.pay  for  housing  in  the  City.  Some  units  will  undergo  an  upward  increase  in 
resident  income  through  "attrition";  for  example,  when  a  lower  income  elderly 
family  voluntarily  sells  their  home  to  a  younger  family  of  substantially 
higher  income.     Others  will  go  through  direct  or  indirect  "displacement". 

Particularly  vulnerable  is  the  larger  group  of  lower  and  moderate  income 
renters.  Some  will  be  indirectly  displaced  as  the  level  of  market  rents  gets 
beyond  their  ability  to  pay.  Others  will  be  directly  displaced  by 
condominium  conversions  or  privately  financed  housing  rehabilitation.  Still 
others,  such  as  the  occupants  of  residential  hotels,  will  lose  their  units  as 
their  buildings  are  demolished  to  make  way  for  more  profitable  commercial 
development . 

In  the  future  (as  it  has  probably  been  in  the  past)  the  effective  loss  of 
nousing  opportunities  for  lower  and  moderate  income  persons  as  a  result  of 
private  market  forces  will  exceed  the  impact  of  public  programs  by  an  order 
Of  magnitude.  Simply  put,  .without  appropriate  public  action,  San  Francisco 
will  become  a  City  inhabited  only  by  the  very  rich  and  the  very  poor  (who 
will  substantially  be  concentrated  in  public  housing). 
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THZ  ECONOMICS  Or   AFFORDABLE  HOUSING  OPPORTUNITIES 

In  1979,  the  average  cost  of  an  existing  single  family  house  was  almost 
590,000.  The  per  unit:  cost  of  existing  one-to-four  unit  properties  was  about 
S 53,000.  Consider  the  economics  of  the  purchase  of  a  typical  unit,  costing 
$70,000,  by  lower,  moderate,  and  middle  income  families.  The  following  table 
shows  the  gap  between  the  sales  price  of  the  unit  and  the  amount  that  the 
purchaser  can  afford  to  borrow,  based  on  conventional  mortgage  underwriting 
standards  and  an  assumed  mortgage  interest  rate  of 

< 

Aff ordability  Cap 
(Market  Interest  Rate) 

3orrower                    Monthly             Supportable             Aff ordability 
Income  Payment  Mortgage   Gap  

S12, 000  $  300  S25,  320  $^,680 

18,000  450  37.9&0  32,020 

24,000  600  50,640  19,360 

The  traditional  financing  program  would  attempt  to  deal  with  the 
aff ordability  of  the  unit  by  providing  the  purchaser  with  a  below  market 
interest  rate  mortgage  funded  with  the  proceeds  of  tax-exempt  revenue  bonds. 
The  following  table  indicates  the  extent  to  which  the  "aff ordability "  gap  is 
reduced  by  the  use  of  a  below  market  interest  rate  mortgage  at  an  assumed 
interest  rate  of  L0%. 

Aff ordability  Gap 
(Tax-exempt  Interest  Rate) 

3orrower                       Monthly            Supportable             Aff ordability 
•'      Income  Payment  Mortgage  Gap  

$12,000  $     300  $  3^,190  S  35,810 

18,000  450  51,280  18,750 

24,000  600  68,370  1,630 

G"  ven  the  reality  of  current  housing  prices  and  interest  rates  (both  on 
taxable  and  tax-exempt  mortgages)  the  mortgage  revenue  bond  is  just  not  a 
sufficiently  strong'  tool  for  providing  homeowners'nip  opportunities  for 
families  other  than  those  at  the  middle  income  or  top  of  the  moderate  income 
levels. 

The  same  analysis  can  be  done  for  rental  housing,  except  .  that  it  looks 
worse.  Because  of  the  benefits  of  ownership,  homeowners  -are  willing  and 
expected  to  devote  a  larger  share  of  their  income  to  housing  than  renters. 
In  addition,  renters  must  pay  landlords  for  maintenance  and  management 
services  that  most  homeowners  perform  on  their  own.  Because  renters  have 
less  of  their  income  available  for  rent,  and  because  less  of  their  housing 
payment  goes  for  mortgage  debt  service,  the  economics  of  affordable  rental 
Sousing  looks  somewhat  worse  in  the  short  run,  with  a  slightly  higher 
|ff ordability  gap. 
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FILLING  THE  AFFORD  ABILITY  GAP 


In  order  to  realistically  provide  affordable  housing  across  a  broader  income  range, 
tax-exempt  bonds  must  be  coupled  with  some  form  of  additional  financing  assistance. 
Such  suplemental  assistance  may  be  structured  in  several  ways,  such  as  a  grant  to  pay  a 
portion  of  the  purchase  price,  a  loan  with  deferred  payments  to  cover  a  portion  of  the 
cost,  an  interest  rate  subsidy,  or  in  the  case  of  rental  housing,  a  rental  assistance 
payment.  The  City  must  now  rely  on  three  basic  sources  of  funds  for  supplemental 
subsidies,  each  of  which  is  either  limited  in  supply  or  heavily  restricted: 

Community  Development  Slock  Grant  funds,  which  are  currently 
available,  through  tne   Site   Acquisition  Pool,  to  writs  down  or  ■ 
finance  development  costs  of  newly  constructed  or  substantially 
rehabilitated  housing. 

Section  S  Housing  Assistance  Payments,  which  are  available  to 
provide  rental  assistance  payments  to  eligible  residents  of  newly 
constructed,  rehabilitated,  or  existing  rentaj  housing. 

State  Deferred  Payment  Loan  funds,  which  are  available  to  provide 
secono  mortgage  financing  to  private  owners  undertaking  the 
acquisition  or  rehabilitation  of  housing. 

Given  the  limitations  of  these  funding  sources,  the  Finance  Program  looks  to  a  new 
source,  to  provide  additional  funds  to  fill  the  af fordability  gap:  the  Urban  Development 
Action  Grant  Program.  The  UDAG  program  was  specifically  designed  by  Congress  to 
provide  a  flexible  source  of  funds  to  assist  the  country's  larger  distressed  cities  in 
executing  significant  financing  and  development  projects  and  programs.  UDAG  funds 
may  be  used  to  fund  a  variety  of  project  types,  including  residential  and  commercial.  In 
awarding  UDAG's  (which  must  Toe  applied  for  on  a  project-specific  basis)  HUD  looks  to 
see  its  funds  leveraged  with  private  funds.  In  addition,  HUD  expects  to  see  the  project 
or  program  provide  significant  benefits  to  lower  and  moderate  income  persons,  either 
through  housing  or  employment  opportunities.  UDAG's  have  been  used  in  conjunction 
with  several  mortgage  revenue  bond  type  programs.  Furthermore,  HUD  is  becoming 
increasingly  aware  of  the  long-term  displacement  problems  of  communities  like  San 
Francisco,  and  the  potential  of  UDAG  for  mitigating  displacement. 

AFFORDABLE  HOUSING:  THE  LONG  TERM  VIEW 

It  is  clear  that  the  problem  of  affordable  housing  in  San  Francisco  is  significantly  worse 
now  than  it  was  ten  years  ago.  However,  if  things  have  become  worse  over  the  last  ten 
years,  think  about  the  next  ten  years.  As  long  as  the  cost  of  housing  continues  to 
escalate  at  a  faster  rate  than  the  incomes  of  the  City's  existing  residents,  the  probiem 
will  get  worse.  Over  the  last  ten  years  the  price  of  San  Francisco's  housing  has  inflated 
at  a  rate  substantially  faster  than  the  consumer  price  index,  while  the  incomes  of  San 
Francisco's  residents  of  ten  years  ago  have  increased  at  a  rate  substantially  below  the 
consumer  price  inoex.  And,  the  City's  current  residents  '.recognizing  that  they  are 
already  a  different  group  than  was  here 
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ten  years  ago)  will  have  an  increasingly  hard  time  affording  the  City's  housing  ten  years 
from  now.  That  reality  has  significant  implications  for  the  long  term  costs  of  a  program 
to  provide  affordable  housing. 

To  illustrate  this  point,  consider  a  family  with  an  annual  income  of  $24,000  who 
purchases  an  $85,000  home.  The  family  finances  their  purchase  with: 

(i)  $8,500  down,  - 

(ii)  $68,000  first  mortgage,  made  at  10%  under  a  tax-exempt 
bond  program;  and 

(iii)  $6,500  second  mortgage,  made  cn  an  non-interest  bearing  deferred  payment 
basis  under  a  hypothetical  down-payment  assistance  program  of  the  City  of 
San  Francisco. 

After  seven  years  the  buyer  decides  to  sell  trre  property.  Assume  .that  the  property  has 
appreciated  at  an  annual  rate  of  12%,  while  incomes  in  general  have  only  inflated  at 
8%*.  Now  consider  the  economics  if  the  City  of  San  Francisco  down-payment  assistance 
program  were  to  commit  itself  to  making  that  home  affordable  to  a  family  in  the  same 
income  group  as  that  of  the  family  that  first  occupied  it.  Assuming  the  12%  increase  in 
value,  the  sales  price  of  the  property  after  seven  years  will  be  $188,000.  Based  on  an 
inflated  (in  dollar  terms)  income,  the  new  purchaser  will  be  able  to  finance  $117,000.  In 
order  to  enable  the  second  purchaser  to  occupy  the  home,  the  City  of  San  Francisco 
would  have  to  make  a  $ 52.000  down-payment  assistance  loan,  more  than  six  times  the 
amount  it  will  receive  in  repayment  from  the  first  borrower. 

A  program  commuted  to  the  long-term  af fordability  of  housing  must  be  acutely  aware  of 
long-term  costs.  The  Financing  Program  has  been  designed  to  get  the  maximum  benefit 
from  initially  public  resources,  focusing  on  two  alternative  ownership  and  financing 
mechanisms,  each  of  which  is  designed  to  assure  the  long-term  af  fordability  of  units: 

Rental  Housing  Under  Non-Profit  Ownership.  Once  acquired, 
constructed,  or  rehabilitated,  such  housing  is  by  the  very  nature 
of  its  ownership  permanently  made  available  on  an  affordable 
non-profit  basis  for  low  and  moderate  income  occupancy. 

Privately  Owned  Housing  with  Equity  Limitations.  Under  such  an 
arrangement,  as  a  condition  for  providing  a  private  owner  with 
below  market  financing,  the  Financing  Program  would  retain  the 
right,  through  limitations  on  resale  prices,  to  assure  that  each 
property  was  in  fact  turned  over  to  a  subsequent  generation  of 
low  or  moaerate  income  persons  on  an  affordable  b-asis.  or  that 
sufficient  proceeds  from  such  sale  would  be  available  to  equally 
assist  the  next  generation.  This  is  a  format  that  has  become  quite 
common  in  publicly  assisted  cooperative  housing. 


Tnese  assumptions  are  conservative  compared  to  the  last  several  years. 
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ELEMENTS  OF  THE  COMPREHENSIVE  FINANCING  PROGRAM. 


The  Comprehensive  Financing  Program  is  fundamentally  a  reflection  of 
the  analysis  set  forth  above.  However,  within  this  general  framework  the 
City  can  undertake  the  implementation  of  several  discrete  program 
elements. 

Resident  Initiated  Acquisition:  Private  Ownership  Model:  If  H.R.  5741 
is  eliminated  as  a  barrier  to  the  issuance  of  single-family  mortgage 
revenue  bonds,  which  appears  more  likely  now  than  ever,  the  City 
could  undertake  a  broad  based  program  to  provide  affordable 
financing  for  the  acquisition  of  existing,  newly-constructed,  or 
substantially  rehabilitated  housing  by  families  of  low,  moderate,  and 
middle  income.  Under  the  Program,  the  City  would  combine  first 
mortgage  financing  made  available  through  mortgage  revenue  bonds 
with  the  deferred  payment  second  mortgage  financing  made  available 
with  the  proceeds  of  a  related  UDAG.  The  amount  of  the  deferred 
payment  second  mortgage  would  relate  directly  to  the  income  of  the 
homeowner.  In  order  to  assure  the  long-term  availability  of  such 
units  to  low,  moderate  and  middle  income  families,  the  City  would 
retain  control  over  any  subsequent  sale  of  the  unit,  placing  a  limit  on 
the  amount  of  funds  that  the  initial  resident  could  take  out  and 
requiring  the  unit  to  be  first  made  available  for  occupany  by  another 
elioible  family.  Such  a  proaram  would  oenerally  be  subject  to  AB 
1355. 

Resident  Initiated  Acquisition:  Non-Profit  Ownership  Model:  If  H.R. 
5741  is  not  shortly  resolved,  this  Program  can  take  an  alternative 
format.  Under  such  a  format,  a  City-chartered  non-profit 
corporation  would  actually  issue  tax-exempt  bonds*  to  finance  the 
purchase  of  individual  housing  units.  A  portion  of  the  acquisition 
. ;  costs  of  each  unit  would  be  paid  with  bond  proceeds  with  the  balance 
being  paid  from  the  proceeds  of  a  UDAG.  Units  would  in  turn  be 
leased  on  a  long-term  basis  to  their  residents.  In  fact,  acquired  units 
could  be  identified  by  potential  residents.  The  residents'  lease 
payment  would  relate  directly  to  the  acquisition  cost  of  the  unit. 
Because  such  housing  is  actually  owned  by  a  non-profit  acting  as 
Agent  for  the  City,  the  bonds  issued  would  not  be  subject  to  the 
restrictions  of  H.R.  5741. 


*  This  type  of  entity  has  been  used  by  the  City  to  finance  parking 
facilities. 
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UDAG  for  Residential  Hotels  in  North  of  Market:  Residential  hotels 
in  North  of  Market  represent  a  particularly  acute  housing  problem 
inasmuch  as  the  land  under  such  buildings  has  become  as  valuable,  or 
more  valuable,  than  the  buildings  in  residential  use.  As  a 
consequence  there  is  little  incentive  for  investment  in  such 
properties  and  many  are  simply  being  inventoried  until  their  land  can 
be  reused  for  commercial  or  hotel  purposes.  In  addition,  because 
they  do  not  qualify  as  "residential  housing"  under  the  Internal 
Revenue  Code,  tax-exempt  bonds  are  difficult  to  use  for 
rehabilitation  financing.  The  other  federal  housing  programs  also  do- 
not  treat  such  properties  as  residential  housing,  resulting  in  a  lack  of 
appropriate  subsidies.  However,  the  inevitable  market  activity 
surrounding  these  residential  hotels  provides  the  key  private 
investment  with  which  to  obtain  a  UDAG  for'  the  acquisition  and 
rehabilitation  of  such  residential  hotels.  In  order  to  induce  a  private 
developer  to  undertake  a  major  commercial  project  in  the  area,  the 
City  would  commit  to  the/rehabilitation  and  preservation  of  a  number 
of  the  surrounding  hotels.  On  such  basis,  the  City  could  obtain  a 
UDAG  to  pay  for  resident  hotel  acquisition  and  rehabilitation.  The 
capital  being  invested  by  the  private  developer,  in  turn,  provides  the 
necessary  private  commitment  required  under  the  UDAG  program. 
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PART  3.  HOUSING  DEVELOPMENT  CORPORATIONS 


We  met  with  and  reviewed  the  voluntary  rehabilitation  and  housing  development  activities 
of: 

Asian.  Inc. 

Bayview  Hunters  Point  Community  Development  Corpoation 

5ernal  Heights  Community  Foundation 

Chinese  Community  Housing  Corporation 

Housing  Conservation  Institute 

Mission  Housing  Development  Corporation 

Portrero  Hill  Community  Development  Corporation 

Tenants  6c  Owners  Development  Corporation;  and 

the  support  services  provided  by: 
Bay  Area  Urban  League,  and 
Community  Design  Center 

VOLUNTARY  REHABILITATION 

The  primary  source  of  City  funds  for  HDC  voluntary  rehabilitation  is  the  CD3G  Housing 
Finance  Pool.  In  addition,  various  HDC's  are  able  to  draw  on  other  resources,  including 
previous  CDBG  and  Model  Cities  funds,  leveraging  agreements  with  private  lenders,  and 
HOHI  and  Title  I  loans. 

After  meeting  with  each  of  the  HDC's  and  OCD,  a  set  of  policies  and  procedures  were 
drafted  for  use  of  the  1980  Housing  Finance  Pool.  These  are  now  being  implemented  to 
continue  to  provide  rehabilitation  funds  to  the  HDC's.  The  attached  documents  and  forms 
detail  the  new  income  limits,  geographic  targetting,  eligible  and  required  improvements, 
types  of  properties,  form  of  assistance,  loan  processing  steps,  role  of  private  lenders,  and 
the  proposed  lump-sum  drawdown  agreements  with  private  lenders. 

One  of  the  major  changes  is  to  shift  from  an  emphasis  on  leveraging  to  an  emphasis  on 
^helping  lower-income  persons: 

-Given  limited  CDBG  funds  and  the  inflationary  housing  market,  the  purpose  of 
•voluntary  rehabilitation  should  be  to  help  those  who  otherwise  couldn't  improve  their 
housing  condition. 

-Deep  subsidies  to  lower-income  occupants  are  therefore  more  important  than  simple 
leveraging  ratios. 

-In  the  past,  there  has  been  considerable  emphasis  on  leveraging,  partly  because  of 
the  small  collar  allocations  to  individual  HDC's.  compared  with  the  minimum  staff 
size  needed  to  operate  a  rehabilitation  program.  This  emphasis  should  be  resisted, 
since  leveraging  is  only  a  means  to  an  end  (ec.  of  assisting  moderate-income 
borrowers).  In  fact,  Mission  HDC_  recently  renegotiated  a  previous  leversoing 
arrangement  to  provide  low  enough  interest  rates  for  targetted  owners. 
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Major  policies  are  as  follows: 


Standardize  Eliqibility  and  Assistance 

Given  the  large  number  of  operating  agencies,  simple  uniform  rules  will  be  established  for 
all  eligible  Neighborhood  Strategy  and  Neighborhood  Improvement  areas  on  who  can  be 
assisted,  and  the  types  of  assistance.  This  will  enhance  program  marketing,  monitoring, 
and  administration. 

Assist  Low  and  Moderate  Income 

Assistance  would  be  used  only  for  (a)  owner-occupants  below  80%  of  median  income  and 
(b)  investor-owners  where  more  than  half  the  tenants  are  below  80%  of  median  income. 
This  assures  that  CDBG  funds  are  used  only  for  those  situations  where  rehabilitation 
would  not  otherwise  be  feasible. 

Other  resources  (CHFA  Title  I,  HOHI,  past  leveraging  arrangements)  would  be  used  for 
owners  up  to  120%  of  median  income. 

Make  Deferred  Payment  Loans 

Because  assistance  is  limited  to  low  and  moderate  income  occupants  who  can  least  afford 
any  increse  in  monthly  housing  payments,  all  assistance  would  be  in  the  form  of  deferred 
payment  loans.  Upon  sale  of  the  property,  this  loan  would  be  repaid  with  interest,  in 
order  to  recycle  CDBG  funds.  This  would  be  parallel  to  the  use  of  SB  966  state  deferred 
payment  loans.  Thus,  recycling  would  be  used  instead  of  leveraging  for  these  low  and 
moderate  income  occupants.  On  multi-family  properties,  rent  limitation  agreements 
would  be  used  to  prevent  escallation  of  rents. 

Gorrect  Housing  Code  Deficiencies 

Funds  would  be  used  only  to  correct  San  Francisco  housing  code  deficiencies.  Upon 
rehabilitation,  each  residential  property  would  at  least  meet  Section  8  Existing  Housing 
'Quality  Standards  (modified,  as  necessary,  for  resident  hotels). 

Use  for  Different  Types  of  Properties 

Loans  would  be  available  for: 

(a)     one  and  two-family  properties 

_  (b)     multi-family  properties 

(c)      resioent  hotels 

Loans  for  "b"  and  ,lc"  would  be  subject  to  rent  limitation  agreements. 

impilfy  Administration  ; 


Administrative  procedures  would  be  simplified  as  follows: 
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a.  The  housing  development  corporation  would  screen  applicants, 
inspect  properties  to  list  required  work,  review  the  contractor's 
proposal  for  scope  and  price,  and  obtain  the  loan  application  from  the 
owner  (including  information  on  income  of  owner  and  tenants  of 
multi-family  buildings). 

b.  At  that  point,  a  private  financial  institution  ("Servicing  Agent") 
would  verify  income  and  ownership,  approve  funding,  prepare  loan 
documents,  close  the  loan  and  set  aside  funds. 

c.  Upon  owner  and  housing  development  corporation  approval  of  a 
contractor's  voucher  or  invoice,  the  contractor  could  present  that 
invoice  directly  to  the  servicing  agent  for  immediate  payment. 

This  administrative  system  has  several  major  advantages: 

a.  Processing  by  multiple  housing  development  corporations,  while 
assuring  that  certain  basic  city  standards  are  met  on  each  case; 

b.  Economies  of  scale  by  having  a  single  private  lender  do  the  ownership 
and  income  verifications,  prepare  documents  and  close  cases; 

.  c.       Expedited  payment  to  contractors;  and 

d.  Greater  control  on  the  use  and  accounting  of  all  funds,  with  the 
lender's  detailed  monthly  accounting  of  funds  status  and  disbursement 
by  job,  improving  financial  monitoring. 

\oie  of  HDC's 


Aore  generally,  in  understanding  the  role  of  HDC's  in  administering  voluntary 
ehabilitation  programs  it  is  important  to  consider  that: 

a.  Voluntary  rehabilitation  is  an  especially  appropriate  role  for  HDC's 
because  of  (a),  their  ability  to  market  and  explain  programs  to  local 
neighborhoods,  and  (b)  their  non-city  status,  which  clearly 
distinguishes  them  from  City  code  enforcement  efforts. 

b.  Emphasis  should  be  on  efficiently  producing  rehabilitated,  units, 
rather  than  on  how  many  people  are  informed  of  the  program. 
Marketing  should  be  seen  as  a  means  to  an  end  of  attracting  enough 
eligible  applicants  to  use  the  limited  resources  available,  in  addition, 
one-stop  processing  snould  be  the  norm,  minimizing  the  number  of 
referrals  and  cases  going  back-and-f orth  between  agencies. 

c.  There  is  naturally  a  varying  level  of  rehabilitation  program 
experience  among  the  HDC's.  This  can  be  addressed  by:  (a) 
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informed  technical  assistance  and  monitoring  by  OCD;  (b)  use  of 
simplified  standard  types  of  assistance,  clear  City  policies,  minimum 
program  procedures  and  use  of  private  lenders;  and  (c)  examples  of 
other  useful  forms  (attached). 

d.  Several  HDC's  and  the  Council  of  Community  Housing  Organizations 
have  recently  proposed  staff  sharing  among  the  HDC's.  This  can  both 
help  share  and  develop  specialized  expertise  as  well  as  provide 
economies  of  scale.  In  particular,  future  cooperative  efforts  could 
provide: 

(i)        joint  program  marketing,  using  a  standardized  citywide  brochure 
(attached); 

(ii)        outreach  and  screening  in  each  eligible  neighborhood; 

(iii)  shared  rehabilitation  staff  for  determining  scope  of  work  and 
payment,  inspections;  and 

(iv)  use  of  a  single  lender  for  financial  functions. 
HOUSING  DEVELOPMENT 

Long  before  this  study,  many  of  the  HDC's  had  come  to  focus  on  providing  permanent 
affordable  housing  as  their  primary  goal.  Limited  resources  have  been  available,  however, 
including: 

a.  CD3G  Housing  Finance  Pool  funds  for  down  payment  assistance  loans, 
which  some  of  the  HDC's  had  already  recognized  as  no  longer  providing  a 
deep  enough  subsidy  (even  with.  HOHI  loans)  in  this  inflationary  housing 
market; 

b.  Section  8  Substantial  Rehabilitation  and  New  Construction,  although 
HUD-approved  rents  are  sometimes  not  adequate  to  support  local  land  .and 
construction  costs;  and 

c.  CDBG  Site  Acquisition  Fool  to  be  used  with  or  without  Section  6  for  new. 
construction  and  substantial  rehabilitation. 

Site  Acquisition  Pool 

In  order  to  provide  for  efficient  and  appropriate  use  of  the  $1.6  million  of  I960  Site 
Acquisition  Pool  funds,  the  attached  policies  and  procedures  were  developed.  This 
approach  was  based  on  the  need  for: 


a. 

clear  rules  on  use  of  the  Pool; 

b. 

a  method  for  rationing  funds  among  the  best  projects; 

c. 

minimum  delays  in  obtaining  funds  needed  to  option  propertie 

s  and  pay 

pre-ciosing  costs;  and 

c. 

greater  accountability  and  responsibility  for  HDC's  in  developing 

projects. 
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["o  do  this,  the  new  procedures  provide: 

1.  Pool  Funds  for  two  distinct  purposes: 

a.  pre-closing  expenses  (or  seed  money)  which  may  be  recycled  when 
permanent  financing  is  arranged,  and 

b.  permanent  subsidies  needed  to  writedown  property  purchase  or  lease 
in  order  to  make  the  project  work. 

2.  HDC's  ability  to  tie  up  properties  quickly  before  detailed  project  analysis  and 
city  approvals,  through: 

a.  .  each  participating  HDC  receiving  an  advance  of  $10,000  in  option 

funds;  and 

b.  use  of  option  agreements  contingent  upon  HUD-  site  approval,  so 
that  the  HDC  can  get  its  option  money  back  from  the  seller  on 
disapproved  projects. 

3.  OCD  selection  and  preliminary  approval  of  projects  submitted  by  all 
participants  on  a  clear,  competit ive-  basis,  depending  on  housing  policy  criteria 
and  the  amount  of  writedown  funds  needed. 

4.  Upon  preliminary  aproval,  HDC's  ability  to  pay  pre-closing  expenses  from 
$150,000  set-aside  from  the  Site  Acquisition  Pool  for  this  purpose. 

5.  Disbursement  of  funds  needed  for  permanent  subsidy  at  closing. 

here  would  be  two  types  of  eligible  projects,  both  intended  for  tenants  below  80%  of 
i  edian  income: 

.  Type  I:  Section  8  Purchase  or  lease  of  property  for  new  construction  or  substantial 
*    rehabilitation  under  Section  8.    Section  8  Projects  will  be  evaluated  against  (a) 

financial  feasibility  of  the  project,  including  equity  contributions,  (b)  Pool  funds  to  be 

recovered,  and  (c)  minimal  displacement. 

Type  II:  Other  Acquisition  of  existing  buildings  for  moderate  rehabilitation  with 
rents  no  higher  than  Section  8  Existing  Housing.  Funds  can  be  in  the  form  of  a 
deferred  payment  loan  to  reduce  rent  levels.  These  Projects  will  be  evaluated 
against:  (a)  financial  feasibility,  (b)  total  development  costs  less  than  100  times 
Section  8  Existing  rents,  and  (c)  minimal  displacement. 
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Affordable  Housing 

The  Site  Acquisition  Pool  provides  sn  initial  method  for  HDC's  to  develop  permanent 
Bffordable  housing.  More  generally,  HDC's  would  be  expected  to  participate  in  the  new 
bone  and  UDAG-f inanced  program.  HDC's  couid: 

a.  screen  major  new  construction  and  rehabilitation  projects; 

b.  provide  technical  assistance  to  tenants  seeking  to  use  the  program  to  purchase 
their  buildings; 

c.  act  as  developers  and/or  work  with  private  developers  to  produce  units;  and 

d.  potentially  act  as  (or  help  select)  a  neighborhood  property  management  agent. 

In  order  to  play  the  maximum  roles  under  the  program,  it  is  important  for  HDC's  to 
[acquire  major  technical  expertise  at  project  development.    Two  ways  to  do  this  are  to  (i) 
share  specialized  expertise  among  HDC's  and  (ii)  work  with  (and  learn  from)  private 
developers. 

******* 

'he  proposed  roles  for  HDC's,  both  for  voluntary  rehabilitation  and  housing  development, 
.work  best  where  the  HDC's  are: 

a.  given  clear  policy  guidance  on  uses  of  City  funds; 

b.  made  accountable  for  program  performance,  with  greater  ability  to  move 
quickly  to  spend  funds  (such  as  the  option  funds)  and  awareness  that  they  will  be 
evaluated  in  terms  of  actual  output  and  production;  and 

c.  able  to  draw  down  on  each  other  and  the  City  for  technical  support. 
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PART  4.  BUREAU  OF  3UILDING  INSPECTION 

The  3ureau  of  Building  Inspection  undertakes  both  Involuntary  and  Voluntary 
(Rehabili  tation. 

INVOLUNTARY  REHABILITATION 
Involuntary  Rehabilitation  includes 

A.  Inner  Richmond  and  Upper  Ashbury  R.A.P.; 

B.  North  of  Market;  and 

C      Systematic  Code  Enforcement. 

A.  INNER  RICHMOND  AND  UPPER  ASHBURY  REHABILITATION  ASSISTANCE 
PR  OCR  AM  (R.A.P.) 

The  Rehabilitation  Assistance  Program  combines  concentrated  code  enforcement  with 
tax-exempt  borrowing  to  provide  below  market  rate  rehabilitation  loans. 

Assistance  and  Impact 


Re  view  of  Rehabilitation  Assistance  Prooram  experience  as  of  early  1980  suggests  that: 

1.  Approximately  90%  of  the  properties  in  Inner  Richmond  have  been  brought  to 
code  after  3  years  and  50%  of  the  properties  in  Upper  Ashbury  after  3  years  of 
a  5  year  effort. 

\2.  About  3/4  of  building  owners  do  repairs  without  Rehabilitation  Assistance 
Program  financing,  at  an  average  cost  of  $4,100  per  property  ($2,400  per  unit). 
Those  who  choose  Rehabilitation  Assistance  Program  loans  spend  $18,300  per 
property  ($6,200  per  unit)*.  Since  all  properties  are  brought  at  least  to  code,  .it 
may  be  that  both  owners  and  Rehabilitation  Assistance  Program  staff  perceive 
that  the  procedures  and  delays  in  obtaining  a  Rehabilitation  Assistance  Program 
loan  are  only  worthwniie  if  one  is  borrowing  as  much  money  as  possible  at  a 
below-market  rate. 

3.  There  are  no  income  restrictions  on  Rehabilitation  Assistance  Program  loans 
and  there  is  a  cost-related  rent  limitation  agreement. 


*  1979  data 
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Financing 


The  primary  sources  of  financing  are : 

1.  Tax -Exempt  Borrowing  Under  the  Marks-Foran  Act,  B3I  has  borrowed 
funds  from  Bank  of  America  under  a  Bank  commitment  to  loan  up  to  $20 
million.  After  using  the  initial  borrowing  of  $^  million,  B.3.I.  in 
Spring  1980  obtained  $9  million  of  additional  funds  exclusively  for 
Inner  Richmond  and  Upper  Ashbury.  -This  is  approximately  4  times  the 
1979  volume  of  Rehabilitation  Assistance  Program  loans.  New  loans 
will  be  at  8.9*  for  up  to  20  years. 

2.  CD3G  A  small  amount  of  CDBG  funds  is  used  for  deferred  payment 
loans,  often  in  combination  with  Rehabilitation  Assistance  Program 
loans.  As  of  Kay  31,  1980  a  total  of  5^  loans  involving  82  housing 
units  has  been  approved.     Tnese  loans  total  $355,000. 

3.  Private  The  great  majority  of_  owners  choose  to  use  their  own 
resources  to  comply  with  the  list  of  code  violations.- 

Administration 

Owners  who  choose  to  obtain  Rehabilitation  Assistance  Program  loans  receive  a 
high  degree  of  staff  technical  assistance,  including:  (a)  staff  preparation  of 
detailed  work  write-up  and  specifications,  often  involving  5  or  6  visits  to 
the  owner,  and  (b)  program  selection  of  contractors  from  a  small  list  of 
active  contractors. 

Administrative  costs  are  paid  from  CDBG  funds,   in  1979  totalling: 


By  channeling  a  large  amount  of  CD3G  staff  funds  and  tax-exempt  borrowing  into' 

small,    concentrated    areas,    the  program  has   been   able    to   accelerate  private 

investment  and   improve  physical  conditions.-     These  areas  are  distinguished  by 

owner-occupied  and  small   rental  properties,    appreciating  property  values,  and 

occupant  ability  to  absorb  some  increase  in  housing  costs.     These  conditions, 

however,  are  quite  different  from  those  in  the  newest  Rehabilitation 
Assistance  Program  area,   North  of  Market. 


Field  Operations 
Work  Orders 

Estimated  15%  Share  of  Central  Office 


$1,  029,  000 
6^8,  000 
2^40,  000 

$1,  917,  000 


Summary 
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5.  north  of  market  -  rehabilitation  assistance  program  and 
alternative  financing  strategy 

Feasibility  of  R.A.P.  Financing 

At  the  request  of  the  City,  Blyth  Eastman  Paine  Webber,  Financial  Advisors  for  RAP, 
reviewed  the  feasibility  of  tax-exempt  financing  for  the  North  of  Market  Area.  In  their 
review,  the  Financial  Advisors  determined  that  a  revenue  bond  issue  for  North  of  Market 
was  not  now  feasible.  Their  determination  was  based  on  three  key  factors: 

J.  The  deterioration  of  the  bond  markets  has  resulted  in  a  substantially  reduced  supply 
and  an  increased  cost  of  tax  exempt  funds.  This  is  particularly  the  case  with  respect 
to  local  banks  that  nave  historically  funded  RAP. 

2.  The  federal  income  tax  problems  associated  with  the  use  of  tax-exempt  financing:  (i) 
in  connection  with  residential  hotels,  which  do  not  qualify  as  residential  housing 
under  the  Internal  Revenue  Code,  and  (ii)  in  the  case  of  refinancing,  which  would  be 
prohibited  generally  in  the  case  of  any  investor-owned  property. 

3.  The  high  level  of  uncertainty  as  to  both  short  and  long  term  economic  viability  of 
residential  hotel  and  low  cost  apartment  house  properties  without  substantial  subsidy 
(over  and  above  tax-exempt  financing  for  rehabilitation).  In  the  short  term,  there  are 
significant  questions  as  to  whether  or  not  the  debt  service  on  tax-exempt 
rehabilitation  financing  can  be  supported  in  light  of  high  vacancy  rates  and  limited 
ability  of  low  income  tenants  to  absorb  even  small  additional  rent  increases.  In  the 
long  run,  the  increasing  value  of  land  (and  some  buildings)  for  commercial  and 
transient  hotel  purposes  will  inveitabiy  result  in  the  conversion  of  such  properties, 
eliminating  this  low  cost  housing  resource  altogether. 

As  a  result  of  its  determination,  the  Financial  Advisor  has  suggested  that  the  City 
undertake  its  own  review  of  the  rehabilitation  strategy  for  North  of  Market.  Following 
are  some  basic  elements  of  an  alternative  financing  strategy  to  RAP. 

Market  Conditions  and  Public  Objectives 

The  key  to  this  alternative  strategy  is  an  updated  view  of  the  real  estate  market  in  the 
North  of  Market  area.  -  The  basic  reality  is  this:  simpiy  by  virtue  of  its  location,  the  North 
of  Market  area  is  going  to  be  physically  upgraded  through  private  market  investment 
activity.  While  this  activity  is  already  evident,  the  rapid  increase  in  land  values  is  an 
even  more  important  signal  of  future  private  development  activity.  If  the  City  were 
interested  solely  in  seeing  the  North  of  Market  area  undergo  physical  improvement,  it 
could  quite  comfortably  rely  on  the  private  market.  However,  the  inevitable  consequence 
of  private  market  redevelopment  is  a  North  of  Market  area  dominated  by  commercial, 
transient  hotel,  and  luxury  residential  land  uses.  It  is  also  a  North  of  Market  where 
property  owners  will  have '  no  incentive  to  maintain  or  upgrade  substandarc  low  cost 
residential  units.  Properties  will 
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simply  be  "inventoried"  until  conversion  becomes  feasible.  (Already,  many  residential 
hotel  properties  are  being  sold  for  prices  in  excess  of  any  value  that  can  be  justified  on 
the  basis  of  ongoing  low  cost  residential  use.)  Simply  put,  this  future  course  of  market 
activity,  while  attractive  in  some  respects,  is  not  fully  satisfactory  because  it  would 
ultimately  reduce  available  low  cost  housing  for  the  City's  lower  income  households, 
particularly  the  elderly. 

Rather  than  just  focusing  on  physical  upgrading,  the  City's  objective  should  be  the 
preservation  of  a  significant  portion  of  the  residential  hotels  and  apartment  houses  in 
North  of  Market  as  decent  and  safe  low  cost  rental  housing.  Achieving  this  objective 
requires  both: 

1.  An  affordable  financing  mechanism  (based  on  realistic  rents)  to  enable  property 
improvement  in  the  short  run,  and 

2.  An  effective  control  mechanism,  to  assure  long  term  preservation  of  units  for  low 
cost  housing,  and  to  prevent  subsequent -conversion  of  properties  (with  resulting 
displacement)  to  higher  and  better  uses. 

The  success  of  a  rehabilation  program  for  North  of  Market  must  be  measured  in  different 
terms  than  have  been  used  in  relation  to  rehabilitation  programs  for  traditional  residential 
neighborhoods.  An  effort  solely  directed  at  achieving  code  compliance  for  all  properties 
currently  in  residential  use  is  at  the  same  time  both  unnecessary  and  insufficient. 

Alternative  Financing  Strategy 

As  the  Financial  Advisors  have  indicated,  a  traditional  RAP  effort  (even  if  financially 
feasible)  conducted  under  today's  market  conditions  would  not  meet  either  requirement 
well;  RAP  financing  would  require  significant  rent  increases,  but  would  not  assure  long 
term  control.  While  the  infeasibiulity  of  RAP  denies  the  City  a  traditional  financing  tool, 
it  also  creates  the  opportunity  to  structure  a  new,  appropriate  program  for  North  of 
Market.  Such  a  program  must  be  structured  to:  .  "  . 

1.  Provide  sufficiently  deep  subsidies  to  enable  necessary  rehabilitation  without 
significant  rent  increases. 

2.  Assure  long  term  preservation  of  rehabilitated  units  for  lower  income  occupancy 
through  non-profit  ownership  or  effective  long-term  (and  conversion-proof)  rental 
limitations  on  subsidized  units. 

3.  Focus  rehabilitation  efforts  on  those  properties  that  are  most  suitable  for  residential 
use  in  terms  of  location,  seismic  safety,  vacancy  level,  end  physical  condition. 

k.  Be  less  dependent  upon  those  federal  programs  that  present  difficulties  for 
residential  hotel  properties. 

5.  Utilize  a  range  of  financing  and  code  .enforcement  tools  appropriate  to  the  range  of 
property  types  to  be  found  in  the  area. 


A  rehabilitation  financing  program  can  be  developed  for  North  of  Market  using  a  number 
of  financing  techniques  alternative  to  a  Marks-Foran  bond  issue  for  concentrated  code 
enforcement.  Programs  listed  below,  when  combined  with  private  market  investment,  can 
result  in  a  North  of  Market  area  that  is  both  physically  improved  and  that  provides 
significant  housing  resources  for  lower  income  persons.  The  rehabilitation  strategy  for 
North  of  Market  would  include  the  following  four  elements: 

1.   Non-Profit  Corooration  Acouisition  and  Rehabilitation 


To  assure  long-term  control  of  rehabilitated  units,  particularly  residential  hotel  units,  the 
City  would  focus  resources  on  a  program  to  finance  acquisition  and  rehabilitation  of 
properties  by  non-profits.  This  program  would  explicitly  recognize  that  only  a  portion  of 
the  acquisition  and  purchase  could  be  financed  (regardless  of  whether  a  mortgage  is 
funded  by  tax-exempt  bonds).  The  balance  of  the  acquisition/rehabilitation  cost  would  be 
in  the  form  of  "equity  subsidy"  made  available  to  the  non-profit  by  the  City.  These 
subsidy  funds  would  come  from  the  following  sources: 

(i)  Special  North  of  Market  UDAG's,  While  it  is  clear  that  there  is  future 
demand  for  commercial  development,  potential  developers  will  need  to  deal 
with  two  short  term  hurdles  to  make  development  feasible:  relocation  of 
displaced  residents,  and  detrimental  market  impacts  of  deteriorated 
adjacent  buildings.  UDAG  funds  would  be  an  ideal  vehicle  to  enable  market 
development  by  providing  the  required  subsidy  for  relocation  and  for 
non-profit  acquisition  and  rehabilitation  of  surrounding  low  rent  residential 
properties.  Such  a  UDAG  would  be  highly  attractive  to  HUD  because  of  the 
combination  of  direct  benefits  to  low  and  moderate  income  persons  (through 
rehabilitation)  and  high  leverage  of  private  investment  capital  (through 
commercial  development). 

(ii)  CDBG  Funds.  Funds  have  already  been  allocated  to  non-profit  Housing 
Development  Corporations  for  the  acquisition  of  sites  for  lower  .and 
moderate  income  housing.  A  number  of  the  HDC's  are  interested  is  using 
such  funds  for  the  acquisition  and  rehabilitation  of  residential  hotels  in  the 
North  of  Market  Area. 

(i-u)  A3  535  Funds.  The  State  has  appropriated  funds  to  provide  an  incentive  for 
the  construction  or  rehabilitation  of  rental  housing  for  lower  and  moderate 
income  families.  Such  funds  can  be  used  to  pay  a  portion  of  the 
development  costs  of  a  project,  or  to  establish  a  fund  out  of  which  rental 
housing  assistance  payments  can  be  made  on  behalf  of  lower-income  tenants. 

Section  6  Substantial  Rehabilitation 


he  North  of  Market  Area  has  been  designated  as  a  Neighborhood  Strategy  Area  under 
ie  Section  8  Housing  Assistance  Payments  Program.  That  results  in  a  ■ 


set-aside  of  subsidy  funds  for  the  substantial  rehabilitation  of  properties  in  the  area.  In 
addition  to  the  units  already  allocated  to  North  of  Market,  HUD  has  expressed  a 
willingness  to  reallocate  unused  subsidy  units  from  other  NSA's  in  the  City  for  a  total  of 
350  units.  While  rehabilitation  projects  assisted  under  the  Section  8  program  are 
generally  privately  owned,  an  increasing  number  of  these  projects  are  requiring 
supplemental  financing  from  the  City  in  the  form  of  CD3G  funds.  In  such  cases,  the  City 
is  now  obtaining  residual  control  of  the  project  in  return  for  the  subsidy,  assuring 
permanent  use  of  the  property  for  lower  and  moderate  income  housing.  To  the  maximum 
extent  feasible,  Section  8  subsidies  should  be  used  in  conjunction  with  properties  that 
most  closely  meet  the  program's  design  standards  before  rehabilitation.' 

_3.  Section  312  Rehabilitation  Loan  Funds 

These  federal  funds  may  be  used  to  provide  3%,  20  year  term  rehabilitation  loans  to 
private  property  owners,  or  non-profit  corporations.  Because  the  Section  312  funds  may  be 
used  for  both  residential  and  commercial  properties,  it  is  ideal  for  North  of  Market 
resioential  hotels  (which  are  eligible  commercial  properties).  While  there  is  currently  a 
dollar  limit  of  $100,000  on  such  Section  312  loans,  it  is  likely  that  this  limit  will  soon  be 
increased,  making  the  program  useful  for  even  mote- properties. 

ft.  Deferred  Payment  Rehabilitation  Loans 

In  many  cases,  residents  of  residential  properties  in  the  area  can  afford  almost  no  rent 
increases.  In  those  cases,  landlords  are  not  willing  to  commit  to  the  additional  monthly 
payments  of  a  Section  312  Loan.  As  an  alternative,  several  programs  provide  deferred 
payment  rehabilitation  loans  for  multi-family  properties.  Such  loans  do  not  require  any 
monthly  payments,  but  are  repaid  when  a  property  is  sold.  Such  loans  are  available  under: 

(i)  SB  966.  The  State  has  funded  a  deferred  payment  rehabilitation  loan 
program  which  will  provide  substantial  funds  to  the  City.  Such  funds  maybe 
used  for  multi-unit  properties. 

(ii)  CD8G  Funds.  The  City  has  allocated  CDBG  funds  to  the  Housing  Finance 
Pool  to  be  administered  by  the  Housing  Development  Corporations,  Under 
new  rules  for  the  program,  CDBG  funds  will  be  used  exclusively  for  deferred 
payment  loans. 

C.  SYSTEMATIC  CODE  ENFORCEMENT  PROGRAM 


Analysis  of  Rehabilitation  Assistance  Program,  North  of  Market  experience,  and  the 
City's  private  housing  market  suggests  that  in  the  future,  BBI's  Involuntary  Rehabilitation 
efforts  should  focus  on  improving  buildings  with  the  worst  housing  conditions  which  the 
orivate  market  is  unlikely  or  unable  to  improve.  This  can  be  done  in  two. ways: 

a.  Concentrate  staff  efforts  and  financial  resources  on  the  worst  buildings  in 

several  areas  (eg  North  of  Market,  Inner  Mission,  Chinatown,  and  South  of 
Market).         •  As  described  above  for  North    '  ..  of 
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Market,  the  rehabilitation  strategy  would  be  to  arrange  as  much  financing  as  possible  at 
low  enough  cost  to  benefit  existing  occupants.  The  City  would  not  use  concentrated  cede 
enforcement  against  ajj_  properties,  since  --  without  adequate  financing  —  this  would  be 
both  infeasible  and  counter-productive. 

b.  Expand  efforts  to  upgrade  DAHI-list  properties  throughout  the  City.  The 

Division  of  Apartment  and  Hotel  Inspections  has  recently  been  under-staffed 
and  in  the  last  year  has  been  used,  exclusively  for  dealing  with  smoke 
detectors  instead  of  re-inspecting  the  mere  than  12,000  properties  on  its 
Citywide  list.  Use  of  the  DAHI  approach  can  selectively  focus  on  the  worst 
multi-family  properties  throughout  the  City.  Financing  options  should  be 
explored,  similar  to  that  under  "a". 

As  the  Inner  Richmond  and  Upper  Ashbury  Rehabilitation  Assistance  Program  areas  are 
being  completed,  staff  resources  should  be  reallocated  to  an  expanded  Systematic  Code 
Enforcement  Program  for  upgrading  the  City's  housing  stock. 


VOLUNTARY  REHABILITATION 


BBI's  Voluntary  Rehabilitation  efforts  consist  of: 

a.  Housing  Improvement  Program  (HIP)  in  Bayview-Hunters  Point  and  Hayes 
Valley;  and  .  • 

b.  Technical  assistance  in  processing  CHFA-funded  loans  citywide. 
Housing  Improvement  Program  -'" 

The  Housing  Improvement  was  established  as  a  voluntary  counterpart  to  the 
Rehabilitation  Assistance  Program.  Targetting  is  similar  but  there  is  no  concentrated 
code  enforcement.  The  key  fact  about  H.I.P.  is  that  it  has  very  few  financing  resources. 
AX  this  point  the  only  resources  available  are  Title  I  loans  under  the  CHFA  program 
(which  are  generaliy  available  elsewhere  in  the  City  too).  The  Section  8  Substantial 
Rehabilitation  units  for  Neighborhood  Strategy  Areas  for  Hayes  Valley  have  been 
withdrawn.  No  major  CpBG  resources  are  available. 

As  a  result,  the  program  has  a  name,  marketing,  and  3B1  staff  in  2  field  offices  and 
Downtown,  but  inadequate  financing.  In  line  with  the  general  proposed  housing  finance 
policy  on  Voluntary  Rehabilitation,  two  approaches  are  possible: 

-  a.  Simply  make  available  State  resources  (eg  Title  I  and  HOHI  loans)  and 

particularly  market  them  in  certain  areas  (with  no  aoditional  effort),  and 

b.  Consider  use  of  CDBG  funds  for  deferred  payment  loans  in  these  areas  under 

the  same  terms  as  the  Housing  Finance  Pool  for  its  6  areas. 
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Administration 


In  order  to  simplify  processing  of  Title  I  and  HO  HI  loans  it  may  be  useful  to  consider: 

1.  Structuring  the  program  as  a  truly  voluntary  program,  with  (a)  greater 
reliance  on  the  owner  to  determine  the  scope  of  work  and  deal  with 
contractors  (as  under  the  Deferred  Payment  Loan  Program),  (b)  less 
emphasis  on  spending  the  maximum  amount  of  loan  funds  available;  and  (c) 
dropping  the  mandatory  code  enforcement  consequences  of  an  application  by 
the  owner  of  a  3-4  unit  property;  and 

2.  Reducing  the  back-and-forth  processing  between  B5I,  HDC's.  and  the  Bay 
Area  Urban  League,  as  well  as  the  private  lender-originator.  This  can  be 
done  by  having  the  owner  call  directly  to  a  telephone  screener  who  will 
arrange  a  property  inspection  by  the  agency  wno  will  then  be  fully 
responsible  and  accountable  for  processing  of  each  case.  For  example,  Bay 
Area  Urban  League"  could  provide  the  telephone  screening  (with  quick 
referrals  from  HDC's  or  other  sources)^ 
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PART  5.  REDEVELOPMENT  AGENCY 


RESIDENTIAL  REHABILITATION 
Activities 

The  analysis  of  the  San  Francisco  Redevelopment  Agency  focused  on  its  residential 
rehabilitation  efforts,  concentrated  in  the  Western  Addition  Urban  Renewal  Project 
Area.  At  this  point,  roughly  half  of  the  400  existing  residential  buildings  (with  30D0 
dwelling  units)  have  been  rehabilitated. 

Compared  to  other  City  programs,  the  cost  of  rehabilitation  is  exceptionally  high,  about 
$35,000  per  dwelling  unit,  since  all  properties  must  be  brought  into  compliance  with 
Property  Rehabilitation  Standards  which  are  far  above  City  Code. 

San  Francisco  Redevelopment  Agency  has  been  using  two  methods  of  assuring  such 
rehabilitation: 

a.  Owner-Participant  Existing  private  owners  are  notified  of  deficiencies  and 
unoertake  to  improve  their  properties,  with  extensive  technical  assistance 
(including  free  plans)  and  financing  potentially  available  from  San  Francisco 
Redevelopment  Agency. 

b.  Agency-Owner  About  3  years  ago,  San  Francisco  Redevelopment  Agency 
acquired  over  80  properties  from  private  owners.  While  the  Agency  sells  some 
prior  to  improvements,  it  has  frequently  undertaken  the  work  itself  in  order  to 
sell  a  completely  rehabilitated  structure.  This  approach  requires  greater 
Agency  staff  efforts  and  the  need  for  construction  financing  as  well  as 
permanent  financing  for  new  buyers. 

In  the  last  year,  Staff  has  primarily  been  attempting  to  work  off  the  Agency  owned 
inventory  which  still  includes  about  50  properties. 

San  Francisco  Redevelopment  Agency  does  not  generally  set  income  limits  on  future 
occupants  but; 

a.  sets  rent  limitation  agreements  on  larger  properties,  (where  rents  reflect 
improvement  costs); 

b.  sells  its  properties  for  rehabilitation  cost,  writing  down  the  initial  acquisition 
price;  and 

-c.     is  planning  to  sell  17  of  its  buildings  for  condominiums  under  the  Section  235 
program,  at  about  555,000  per  unit,  to  purchasers  below  120%  of  median  income. 

Financing 

A  variety  of  types  of  financing  are  used: 

*■  lax-Exempt  Borrowing,  San  Francisco  Redevelopment  Agency  has  borrowed 
over  $4  million  from  iccai  lenders  to  make  tax-exempt  rate  first 
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mortgage  loans  (and  some  second  mortgage  rehabilitation  leans).  Loans  are  for 
30  years.  These  initial  borrowings  have'  ail  been  expended.  Legal  interpretation 
problems  prevented  additional  borrowings  during  1979,  requiring  owners  to  use 
312  or  private  financing,  and  slowing  the  pace  of  the  rehabilitation  effort. 
While  this  Marks-Foran  borrowing  has  no  direct  public  costs,  it  does  involve 
indirect  public  costs. 

2.  CD5G  CD3G  funds  are  used  for  three  purposes: 

a.  Loan  Guarantee  Fund  of  $500,000  to  provide  a  10%  guarantee; 

b.  Revolving  Construction  Loan  Fund  of  $1,250,000  to  provide 
interest-free  interim  financing  to  Ban  Francisco  Redevelopment 
Agency  while  it  holds  and  works  on  properties:  and 

c.  Annual  staff  .costs  of  approximately  $530,000,  including  $440,000  for 
17  rehabilitation  positions  plus  $190,000  in  work  orders,  less  about 
15%  for  Yerba  Buena  and  India  Basin. 

3.  Title  I  Categorical  urban  renewal  funds  are  still  being  used,  including  an 
additional  $1.25  million  for  the  Revolving  Construction  Loan  Fund. 

4.  Other  Public  San  Francisco  Redevelopment  Agency  has  also  been  using  some 
312  funds  and  is  seeking  Section  235  financing  for  its  below-market 
condominiums. 

5.  Private  In  recent  years,  a  large  share  of  the  financing  has  been  private  loans 
obtained  by  owners  because  of  the  lack  of  tax-exempt  funds. 

nalysis  and  Recommendations 


eview  of  these  efforts  suggest  that: 

1.  The  project  should  be  completed  as  quickly  as  possible,  based  on  prior  City 
commitments  to  the  area. 

2.  As  proposed  .  by  San  Francisco  Redevelopment  Agency,  rehabilitated 
condominium  units  should  be  permanently  reserved  for  lower  and  moderate 
income  families.  This  can  be  done  through: 

a.  Section  235  mortgages,  or  (if  not  available); 

b.  By  using  the  Affordable  Housing  component  of  the  program,  with 
San  Francisco  Redevelopment  AGency  selling  the  lower-cost 
condominiums  on  a  limited  equity  basis  (whether  to  a  non-profit,  or 
to  the  occupant).  . 
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3.  The  renewed  availability  of  $2  million  of  tax-exempt  funds,  currently  being 
negotiated,  should  help  expedite  the  project. 

4.  Even  with  renewed  financing,  project  completion  still  depends  heavily  on  the 
level  of  staff  effort  involved  in  processing  and  rehabilitating  each  property. 
The  process  now  involves  a  very  high  level  of  staff  effort  in  determining  work, 
preparing  plans,  selecting  contractors,  supervising  the  job,  etc.  In  order  to 
increase  production,  San  Francisco  Redevelopment  Agency  could  deal  with  all 
units  not  to  be  permanently  reserved  (under  2  above)  on  the  following  basis: 

a.  Selling  Agency-owned  properties  as-is,  subject  to  detailed  property 
controls,  with  reversionary  clauses  if  work  is  not  completed  in  a 
timely  manner; 

b.  ..  Expecting  owners  to  arrange  for  plan  preparation  and  seiect  and 

supervise  contrctors  (which  is  the  approach  being  used  in  many  of 
the  Voluntary  Rehabilitation  Programs  for  much  lower-income  and 
less  sophisticated  owners). 

5.  Use  of  CDSG  Section  108  loan  guarantees  as  an  alternative  source  of  interim 
financing  for  Agency-owned  properties'and  future  site  acquisition. 

6.  Quick  completion  of  the  project  can  free  up  staff  and  public  funds  for  use  on 
additional  housing  and  redevelopment  efforts  in  the  City. 

OTHER  HOUSING  ACTIVITIES 


As  part  of  other  Renewal  Projects,  housing  is  being  developed,  including  Section  B, 
below-market  cost  (eg  Inchon  Village),  and  market-rate.  Two  factors  should  be  considered 
here: 

a.  Up  to  $600,000  of  the  Site  Acquisition  Pool,  with  its  clarified  and  revised 
procedures,  can  be  used  by  San  Francisco  Redevelopment  Agency  for  housing 
developments  within  the  policy  guidelines  of  the  Pool.  • 

b.  Opportunities  for  permanent  affordable  housing,  with  zero  or  limited  equity  for 
occupants,  should  be  pursued  wherever  possible,  taking  advantage  of  the  bond 
financing  and  other  provisions  of  that  program  component. 


